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RE: IN THE MATTER OF THE APPLICATION OF ARIZONA PUBLIC SERVICE CO. 
FOR A WAIVER OF ARIZONA ADMIN‘ISTRATTVE CODE R14-2-804@)( 1) AND 
(2) (DOCKET NO. E-01345A-02-0840) 

On November 8, 2002, Arizona Public Service Co- (“APS” or ‘‘Company”) filed an 
application for a waiver of Arizona Administrative Code (‘A.AC”) RI4-2-804@)(1) and (2) 
(the “Rules”)). Specifically, APS seeks to make short-term advances of funds to its parent, 
Pinnacle West Capital Corporation (‘Tinnacle West”), or to make short-term guarantees of 
Pinnacle West’s debt, as more fully described below. 

The hancing  statutes would allow APS to execut 
approval but for Rule 804, one of the Commission’s &li 
relevant part: 

2-804. Commission Review of Transactions Between Publi 
B. A utility will not consummate the follo 
by the Commission: 
1. Obtain a financial interest in any affili 
guarantee, or assume the liabilities of such affiliate; 
2. Lend to any affiliate not regulated by the Commission, with the exception of 
short-term loans for a period less than 12 months in an amount less than 
$100,000.. . I 

and 

R14-2-806. Waiver from the Provisions of this Article 
A. The Commission may waive compliance with any of the provisions of this Article 
upon a finding that such waiver is in the public interest. 

” 

Rules 804 and 806 were adopted in 1990 as part of the Commission’s affiliated interest rules. The 
Commission stayed these rules shortly after their adoption in anticipation of litigation. In 1992, the Arizona 
Supreme Court issued an opinion upholding the Commission’s authority to adopt the rules. Shortly thereafter, the 
Commission lifted the stay. See Decision No. 58063 (November 3 ,  1992). The Commission, however, dtd not 
completely lift the stay, so portions’of Rule 804 Gestill subject to a partial stay. For purposes of thus case, the 
relevant portions of Rule 804(b)( 1) have not been stayed. Decision No. 55063 at 4. By contrast, relevant portions 
of Rule 804(b)(2) may be subject to the partial stay. Decision No. 55063 at 5. 
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The full text of rules 504 and 806 is set forth in Exlxbit 1. 

A P S  intends to loan Pinnacle West up to -an aggregate principle amount of $125,000,000 
for a period of up to 364 days (“Backup Line of Credit”) or to guarantee Pinnacle West debt up 
to an aggregate principle amount of $125,000,000 (“Interim Guarantee”) for the same period. 
APS wants to undertake these obligations because Pinnacle West recently lost the ability to 
renew a $125,000,000 364-day bank facility (“Bank Facility‘’) that was used to support Pinnacle 
West’s commercial paper program. The 
commercial paper program funds Pinnacle West’s ongoing operations. Commercial paper 
programs-arenormally backed by some form of credit, such as the expiring Bank Facility, and 
loss of such backup would normally result in loss of an ability to sell commercial paper in the 
same amount. 

The Bank Facility expires November 29, 2002. 

S t a f f c o h e d  that Pinnacle West is expected to &er liquidity 
unable to access its. full commercial paper program, including 
paper or similar program. -Pinnacle West needs-the credit facility 
manage its cash flows over the next year. Without access to these 
West’s cash flow will egative relatively soon. 

The application states e Backup Line of 
stabilize the financial condition of Pinnacle West and its afE 
downgrades. On November 4,2002, Standard & Poor’s Ratings S 
corporate credit rating to BBB from BBB+. 
consolidating the ratings of APS and Pinnacle West because of a lack o 
between the two entities. 

The downgrade w 

APS’ application asserts that it Will not be required to borrow funds to finance e 
Backup Line of Credit or the Interim Guarantee and that neither 
overall credit quality or debt rating or in any manner adversely affect APS customers. The 
application further indicates that APS would avoid further deleterious financial consequences 
through Pinnacle West if the application was granted and APS was allowed to support its parent 
through the Backup Line of Credit or the Interim Guarantee. 

APS asserts that “it is makmg this emergency request to address a deteriorating financial 
situation arising from the Arizona Corporation Commission’s (“Commission”) dramatic 
“reversal of course” on divestiture of generation assets by A P S  and the necessary integration of 
APS and Pinnacle West Energy Corporation (“PWEC”) generation as called for under the 1999 
APS Settlement Agreement and the Commission’s Electric Competition Rules.” Contrary to 
APS’ assertions, Staff believes that the exigent circumstances are due to market conditions quite 
apart from any Arizona action. Those market conditions include a reduction in credit extended 
to the energy industry generally. S-ee Eeib i t  2 for articles on the current credit situation. The 
article “Energy Industry’s Debt Is Long-Te-m Problem” from The Wall Street Journal states that 
a Standard & Poor’s report concludes that a combination of factors makes this one of the worst 
times in recent history to refinance debt [for the energy industry]. The Washington Post article 
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“A Shock to the System” reports that “[Slince July, S&P has downgraded credit ratings on 57 
power companies, compared with nine downgrades in the same period a year ago.” The article 
“Electric hdustry Hits Credit Crisis” fiom The Val1 Street Journal indicates that in the 5rst nine 
months of 2002 there were 135 credit downgrades of utility holding companies and their 
subsidiaries. The article states, 

“Utility companies, electric and gas, are carrying big debt loads piled on in the late 1990s 
as companies prepared for energy industry deregulation- More recently, they have 
suffered kom lower cash flow after wholesale energy prices collapsed. The result is that 
companies are finding it more difficult and more expensive to roll over debt and to 
complete costly new generation and transmission projects.” 

In Staff‘s assessmknt, the situati stance, 
especially when viewed in the context of  theenergf sector as a whole. Failing toyaddress the 
liquidity problem at Pinnacle- West could cause significant problems for .APS - Becaus 
risk and because of the att 
b9lieves that prompt action by 
and duration of the request we 
that the waiver is in the public interest, 

d e s c r h d  by presents an exige 

Finally, Staff believes that 
prejudicing the Commission’s abi 
recommendation to approve this waiver application is not 
regardmg the pending financing 

Staff further believes th 
West has the potential to result in APS suffering M e r  deleterious derivative financial 
consequences, such as rating downgrades, if Pinnacle West suffered liquidity problems. For 
these reasons, Staff recommends that the Commission examhe methods for improving the 
regulatory insulation between APS and its affiliates in the pending financing application. 

Staff recommends that APS be granted a waiver of Rule 804(B)(1) and, to the extent 
necessary, Rule 804@)(2) subject to the following four conditions: 

(1) The pricing schedule between Pinnacle West and APS for the Backup 
Line of Credit shall be the existing pricing schedule on the expiring 
Bank Facility at Level TV status (or Level V if Pinnacle West’s ratings 
fall below either BBB- by S&P or Baa3 by Moody’s). Other terms 
and conditions of the Backup Line of Credit shall be the same as the 
expiring Bank Facility. 

U S  shall acquse a $125,000,000 security interest in certain Pinnacle 
West Energy Corp. assets’. 

. .  . -  
(2) 
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(3) 

(4) 

All revenues received by APS pursuant to- this authority shall be 
deferred and accounted for in a manner to allow amortization as a 
credit to customers in the next rate case. 

The Commission shall examine methods for improving the regulatory 
insulation between APS and its affiliates in the pending financing 
application. 

’ - 

These conditions are designed to ensure that APS’ ratepayers will be adequately 
protected from any potential risk associated with this transaction. 

Staff recommends appro 

If the Commission does 

the application without 

a waiver will be granted by operation o f  law. Accordingly, if the Commission wishes to set this 
matter for hearing or to otherwise delay acting upon this application 
suspend it pursuant to A.A.C. R14-2-806(C). 

Director 
Utiliti& Di 

EGJ:JST 

ONGINATOR: John S. Thornton, Jr. 

CC: Parties of record, Docket No. E-01345A-02-0707 

I - 



Exhibit 1 

ARIZONA ADMINISTRATTVE CODE 
,TITLE 14, ARTICLE 8 

AND MFILLATED INTERESTS 
LIC UTILITY HOLDING COM-PANIES 

.- ., . - 
. .: 



,-jrr;ona A d m i n m a n v e  Code 

Corporanon Conmmssion - Fixed Unlines 

Title 14, Ch. 2 

Historic31 Note 
Adopted effecnve Juiy 30, 1992 (Supp. 92-3). 

Rl4-2-804. Commission Review of Trsnsacrioas Beweon 
public Utilities and Affiliates 
.L A utility will noc matt business with an affiliate Unless the 

G I i a t e  aqees to provide the Commission access io &e books 
and records of b e  affiliate to the degree required to fully audit, 
examine or otherwise invesrigate uansacrions berwecn t h ~  
public utility and the &liate. In connection therewit$, the 
Commission may rquire production of books, records, 
accounts, memoranda and other documents related io these 
transactions. 
A utility will not consummate the following transactions with- 
out prior approval by the Commission: 
I .  Obtain a financial intern in any &liate not regulated by 

the Commission, or ,-tee, or a s s m e  the liabilities of 
such ai51iate; 
Lend to any aEfiliate nor regulated by the Commission, 
with the exception of short-term loans for a period less 
than 12 months in an amount less than S 100,000; or 

3. Use utility funds to form a subsidiary or dives itself of 
any established subsidiary. 

The Commission will p , v i e ~  the m c t i o n s  set forth in sub- 
section @) above to determine if the ~ c t i o n s  would 
hpqir the financia1 ratus of the public utility, orhenvise pre- 
vent ir &om amacting capital at fair and reasonable t e r n ,  or 
impair the abiliry of the public uhliry to provide safe, reason- 
able and adequate senice. 
Every m a c d o n  in violanon of subsection (A) 0; (B) above is 
void, and the rrYlsacdon shall not be made on the books of any 
public service ‘corporation. 
Tne system of accounts used by the public utility will include 
the necessary accounting recordr needed to record and com- 
pile hansactions with each f i l i a te .  

B. 

2 

c. 

D. 

E. 

Historical Bote 
Adopted effecrive July 30, 1991 (Supp. 92-3). 

R14-t-804 
Activitie and Plans 
*A. 

Annual Filing Requirements of Diversification 

&I or before April 15th of each calendar y a ,  a11 public utili- 
ries rnexing the requirements of R14-2-802 and public utility 
holding companies will provide the Commission with a 
description of diversification plans for the current calendar 
year that have been auproved by the Boards of Direcrors. As 
part of these filing, each public utility meeting the require- 
ments of R14-2-802 will provide the Cornmission Lie follow- 
ing informarion: 
1. ‘The nine, home ofilcc iocarion md description of the 

public utiiity’s aiiiisres with whom cnnsacrions occur, 
their reladonship ro tach other and the public uriliry, and 
the general name of their business; 
A briefdescription ofthe business acrivines conducted by 
die utili$s aiiliares w i b  whom transactions occurred 
during the prior yeu,  including any new acriviries not 
previously reponed; 
A description of pians for the utiliry’s subsidiaries io 
modi& or chaige business acdvities, enter into new busi- 
ness venmres or to acquire, merge or ot.i_.&isq essr4biish 
a new business cntiry; 
Copies of the mosi recent financial si~~temenn for tach of 
the uriliiy’s subsidivies; 
An assessment of h e  :ffecc of  current md plmaed a.Eili- 
ared acriviries on the public utiliv’j c a p i ~ i  smcmre x d  
the public utility’s abiliy to a m c r  cq1Ir31 at fiir and re3- 
son3blc rites; 

” 
2. 

3.  

4. 

j. 

6. The bases q o n  whch the public utifipj holding company 
allocates plant, revenue and expenses io a5liares and the 
amounts involve+ an expimarion of the derivation of the 
facrors; the reasons suporring that rne thdoiog  and the 
reasons s u p p o ~ g  the ailocarion; 
&I explanarion of the manner in which the utility’s capi- 
tal m c m e ,  COST of capital and ability to mise capita1 at 
reasonable rates have be= azeecred by the orgznizxion or 
reorganization of the public utility noidinp company 
The dollar amount msi-errcd beween the utiliry and 
each aiTiliate during the annual pencd, and &e purpse  of 
each mnsfer; 
Contracts or agreements to receive, or provide manage- 
menL engineering, accounting, legal, financial or other 
similar ie rv ics  berwe-n a public utiliry and an aEliate; 

10. Contracts or agreements to purchase or sell gooads or real 
p r o p e q  between a public utiliry and an a l i a t e ;  and 

11. Contracts or agreements to lezse goods or real propem 
berweon a public urilirj and an &Iiaee- 

Mer reviewing the diversification plans, the Cammission 
may, within 90 days after pIans have been provided, requesr 
additional information, or order a hearing, or both, should it 
conclude after its review that the business activities would 
impair the financial status of the public utility, otherwise pre- 
vmr ir h i o m  a i i ~ ~ c t i n g  capital at fair and reasonable terms, or 
impair the ability of the public utility to provide safe, reason- 
abie and adequate service. 

7. 

5. 

9. 

B. 

Historical Note 
Adopted effective July 30, 1992 (Supp. 92-3). 

R14-?-806. 
ii.. The Commission may waive compliance wirh any of the prc- 

visions of this Article upon a finding that such waiver is in the 
public inrerex 
.Any affected entity may petition the Commission for a waiver 
by filing a verified application for waiver serring forth with 
specificity the circumxancos whereby the public i n t e r e s t j d -  
fies noncornpiianct with ail or part of the provisions of this 
Xrdcie. 
If the Commission fails to approve, disapprove, or suspend for 
further consideration an application for waiver within 30 days 
following filing of a verified application for waiver, the waiver 
shall become ezective on the 5 I st day following filing of the 
applicarion. 

Waiver from the Provisions of this Article 

B. 

C. 

Historicsl Sote  
Adopted effective Juiy 30, 1992 (Supp. 92-3). 

.1RTICLE 9. CUSTOFIER-OW“ED P.AY TELEPHONES 

R14-2-901. Definitions 
In chis .-cle, unless the contexr orherwise requires: 

I .  “iUiiliate” means any other enriry direcdy or indirec:ly 
conuollin,o or controlled by, or under direcr or indirect 
cornmon concol with, a customer of record. For p q o s e s  
of this subsection, the iem ‘‘control, (including h e  cor- 
reiarive meaning ofthe terns “controlIed by” 2nd ‘’under 
c o r n o n  control wifii”), s used Gth r-ecr 10 m y  
mriry, rnems :he power to direct the management poii- 
cies of such enricy, whecher G’uough Lhe ownership OfvOt- 
ing securiries, by ConGSct, or otherwise. 
“Cunomer of record” mems a prerrises owner or vendor, 
who h x  cither zpolied io, or who has obtained !?om, m 
LEC m S C C ~ S S  line [a be 5 COPT prov;.der. 

:. “Cusromer-o\vned pay telephone (COPT) provider” 
mems an ent i ty  authorized by h e  Commission to provide 
oubiic pay telephone serrice to end-uer; and which is 
not 3 cemfiexcd LEC on the effxrivc dit r  of  :his A i -  

2. 
’ 

- 
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CREDIT MARKETS 

Energy Industry's Debt 
Is Long-Term Problem 
By KATHRYN KRxlvHOLD 
Staff Reporter ofTEfE: WALL STREET JOIlIZiVAL 

A credit crisis enplfmg much of the country's energy industry 
isn't likely to let up until at least the end of 2006, during which 
time about two dozen power companies will scramble to refinance 
$90 billion in short-term debt, according to research by Standard 
& Poois. 

f i e  report maintains many of the companies won't be able to 
obtain new financing, possibly leading to a new wave of loan 
mite-offs for banks, coming on the heels of already-sizable losses 
on loans to the telecommunicauons and cable sectors. 

Nearly half of the $90 billion borrowed to fund consmction 
projects and acquisitions was financed through bank syndicates, 
according to the report. Already this week, Toronto-Dominion 
Bank said it will sharply boost its loan-loss provisions to cover 
deterioration in the utilities sector, including taking a charge of 
S169 million to cover unrecoverable loans to three unnamed 
utilities. Toronto-Dominion, one of Canada's five largest b a s ,  
is an "early warning of what is going on. Tkrs is going to be the 
next area of si,hficant problems," said Tanya karchs ,  a banking 
analyst with S&P. 

The report doesn'1 make any changes to energy companies' credit 
ratings, many of which were downgraded to junk siarus during the 
past year by S&P as well as otherpratings agencies. Focused on 
debt exposure, ihe new reporr ranks the power companies 
considered mosi at risk because a significant portion of their 
capitalizaIion depends on favorable refinancing by 2006. 

Those companies, according to SSCP: Reliant Resources Inc., 
Calpine COT., Mirant Corp,, PGSrE Corp.'s National Energy 
Group Inc., and CMS Energy Corp. Reliant RZSOUC~S, for 
example, needs 10 refinance S5.9  billion, or about 85% of the 
Houston company's total debt, the report says. Calpine, of San 
Josz, Calif., has $7.2 billion ofdzbt t ha  matures by thz end of 
2006, er about 56% of  irs debt. CMS, Dearborn, Mich , has 53.9 

OTHER RESOURCES 

Major Bond 1ndexes:'Seo 
statistics on indexes trading U.S. 
Treasurys, U.S. corporatedebt 
issues, mortgage-backed securities 
and mare, updated at the end of the 
mast recent session. 

See real-time commentary3 
covering releases, events, and flows 
affecting the Treasury market, from 
~riei ing.carn~. 

COMPANIES 

Reliant Resaurcas Inc. (RRI) 

DOW Jones. Reuten 

PRICE 2.02 
CHANGE 0.17 
Y.S. dollars 11 :35 a.m. 

Calpine C o p .  (CPN) 
PRICE 3.37 
CiiANGE 0.58 
U.S. dollan 1137  a.m. 

Mirant Carp. (MIR) 
PRICE 2.63 
CiiA.NGE 0.33 
U.S. dollars 11.37 a.m. 

PG&E Corp. (PCGI 
PRICE 12.00 
CHANGE 0.1 1 

U.S. dollars " I I A /  e- a.m 

ChlS Enargy Corp. (CkIS) 
PRlCE 8.27 
C ii A N G E 0.1 5 
U.S. doilars 11:37 3 .m 

C L K ~  Energy Corp (DUK) 
21 ec 

0 29 
?RICE 
CHANGE 
U S dollars 11 37 a rn 
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billion corning due. That is 55% ofits debt. 

Duke Energy Corp. in Charlotte, N.C., and TXU Corp., in Dallas, 
have even larger amounts of debt corning due, $8.7 billion and $8.6 billi n, resp cdvel I. the 
report stares. But Arleen Spangler, a utility analyst at S&P who headed up the joint energy- 
badking research, said most of their debt is on the books of their regulated utilities and should be 
easier to refinance because banks trust that the companies won't let t lose utilities fail. 

Rex Clevenger, Reliant's senior vice president of finance, said the company has offered to pledge 
a pool of assets as security to lenders in order to extend credit facilities. Last week, Reliant 
refinanced three bank credit facilities for its Orion Power Holdings unit, by giving lenders 
additional collareral and agreeing to more costly loan terms. "We're trying to work out somethmg 
where everybody wins here," he said. 

=YEAR TREASURY NOTE YIELD 

.. - .-- .. - 
. !  

i 3-00 

200 FederaCfunds 
Target Rate 7 --- I *  

Calpine spokeswoman Katherine Pottm said the 
company has received positive feedback from its lenders 
during the company's initial discussions with them over 
the refmancing of $2 billion in credit facilities. A Mirant 
spokesman declined to discuss negotiations tvith its 
lenders, but noted the company paid off S 1.2 billion in 
debt hs year and has $1.5 billion in liquidity. A 
spokesman for PG&E's NEG said the company was 
continuing to negotiate with lenders but declined to 
provide specifics. 

In general, Ms. Spangler said, the companies can expect 
to pay higher interest rates and pur up hard assets such as 
plants and pipelines as security to get new financing, in 
some cases turning over to the bank any cash generated 

by a plant. She said Reliant is in a better position than some to use its power plants as security for 
loans. Mirant, XES Corp., based in Arlington, Va., and NEG, on the other hand, are among a 
handful of companies whose assets already are largely encumbered, making it more difficult to 
refinance, she said. 

Junk-rated Reliant, Calpine, Atlanta-based Mirant, San Francisco-based NEG, and ClvlS all have 
negative credit outlooks at S&P. Reliant, Calpine, Mirant and NEG are unregulated power 
producers and marketers, while CMS is a regulated utility with unregulared power and rnarktting 
businesses. Reliant was spun off of what was once known as Reliant Energy Inc., now 
CenterPoint Energy; Mirant was fOrmerly part of the big Atlanta utility, Southern Co. 

h o t h e r  piece ofihe S&P research focuses on the financing issues from the perspective of the 
banks. About $43 billion in bank short-term debt rnarures by 2006; there is a toIal of 570 billion of 
ba& loans to the surveyed power companies. The report notes thar the banks may have soid down 
heir  positions substanlially, "thougli they,Wo.uld generally have kept some portion for 
themselves." 

- b o n g  the other banks thar have syndicated loans for the power industry in the past two years. 
AB8  Amro Holding XV, Bank of  America, Bank of Nova Scotia, Barclays Bank SA, BNP 
Paribas, C i t i p u p  Inc., Comrnerzbmk XG, Credit Lyonn.;lis, Credit Suisse Group,  Royal 
Bank o f  S c o t h n d ,  and Societe Genera le .  



Edison International's power-plant uni[, Mission Z n z r p ,  ITinanced 100?'0 of its $1 .S billion in 
debt ' t o u g h  banks. Reliant Resources has S4.j billion, or 79%, of its debt with banks. Calpine 
and a small South Dakota utility, Black Hills Corp., have 75% and 7?%, respectively, of their 
short-term credit facilities with banks. 

Banks don't have to disclose their exposure to a specific 
industry, although some banks have done so, S&P's Ms. 
kzarchs said. J.P. Morgan Chase & Co. has disclosed it 
has $2.2 billion in merchant-energy exposure plus 
another 34 billion in credit lines that haven't yet been 
drawn upon. 

The heavy debt stems from a building-and-acquisition 
binge that began around 1997. A number of energy 
companies consacted and bought power plants around 
the country, aiming to sell electricity into a growing 
wholesale-power market prompted by deregulation. The 
companies financed these projects mostly with short- 
term debt, and figured they would secure longer-term 
funding once the plants were running and had a Qack 
record. 

TREASURY YlEtD CURVE 

But market conditions have changed significantly since 
then. overabundance of power in some regions of the c o u n q  has Ted to declining prices, and 
companies haven't been able to recoup their investments. Companies are ppstponing projects and 
canceling equipment orders. 

Adding to woes: a slew of federal and state regulatory investigations into many of these energy 
companies' unregulated natural-gas and electricity-uading operations. These units were the source 
of much of their revenue growth until earlier this year. 

The report states the combination of factors makes "this one of the worst times in recent history to 
refinance debt." 

Treasury Securities 

Prices fel1 on pressure from a $22 billion sale of new Treasury notes and uncertainty over the 
election outcomes. But prices ended well above their lows of the day, in part because the five-year 
note aucrion surprised the market by drawing solid demand. At 4 p m . ,  the benchmark IO-year 
note was down 1OG2 point, or S3.23 per 51,000 face value, at 102 13/32. Its yield rose to 4.074% 
from 4.036% Monday, as yields move inversely to prices. The 30-year bond's price was down 

~ 

12/32 point at 104 12'32 to yield j .OSO%, up from 5.057%. 

~ 

-- Steven Vnmes of Dotv Jones iVewswires conrribtited to this article. 

1 
. .  . -  

Write to Kathryn Krmhold at katkrlin.l;ranhold:~t~sj.com 

URL for th i s  article: 
nttp !/online ws, ccimlarac!eiO SS1036513CE34GSC9~389 djm GO him1 
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MARKETS DATA AND RESOURCES 

Statistical features related to c:edit markets 
* Bond Indexes - K e y  Rates 

* Mortgage-8ackedsiCMOs 

- Treasury Quotes 

Bond Yields . Money Rates 

- DJ Bond Averages 

- Federal Reserve Data 
- Int‘l Government Bonds BanxQuote Banking Center 
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A Shock to the System 
Electricity Firms Renm to Tneir Roots 

By Jete. Behr 
Washington Post Skif Writer 
Tuesday, November 12,2002; Page EO1 

Just a few years ago, E. Linn Draper Jr. was leading the charge toward the heady new world of electricity deregulation. 

Draper's sprawling energy consIornerate, Anencan ilectrrc Power Co in Columbus, Ohio, had merged with a big Texas energy company 
in 2000, becoming one of the nation's biggest U S. unlity owners. It bought power plants as far away as Ausnalia and plunged into 
eiectnclry trades with Enron Cop.  and other power deaiers. 

Last month, the humbled company chairman was in rerreat. At an investors conference in Palm Springs, Calif, Draper offered a different 
vision for the once highflying AEP. The company's stock has loa half its value this year. It is shurting down its money-losing mding 
operation, and on Oct. 9 it fired five of its energy traders for falsijing natural gas prices used to set price indexes for the entire industry. 

hEP - like the rest of the nation's battered power industry - has been forced back to its boring past, to a time when it delivered both 
electricity and slow, steady growth and predictable returns to its risk-averse investors. 

"I hope we have demonsmted that we have stable and tndmonal eammgs and can support the dividend," Draper told the Edison Electnc 
Institute conference in Palm Spnngs. 

Gone is the hype about wresting big profits horn deregulated power markets, and debt-financed expanson. The new pnonhes, as they once 
were, are cash and dividends. 

, 

So goes the turnabout for Amenca's electnc companies. 

"A lot of people in OUT industry did things that were ill-advised," s a d  Thomas E. Capps, chief executwiof Dormnion Resources, Vir,ma's 
largest power provider "A lot of people corning out of a regulated background went into a lot of places they shouldn't have." 

The reckoning in the deregulated power markets has had many ill effects, both fmancial and structural. 

About S130 billion in energy investors' holdings has been wped out, according to Edward Metz, a securities analyst with S N L  Financial in 
Charlottesville. 

An unprecedented surge of power-plant constncnon spawned by optmisnc deregulahon strateges has left the industry with far too much 
generation capacity, p a r t d a r t y  in the face of a weak economy and stagnanr energy growth, analysts agree. 

And as much as  S O  billion in shon-term constructlon loans that financed the building boom will come due over the next three years, 
according to the Standard & Poor's bond-ratmg group. Analysrs say it is this debt that will shake out the industry's at-nsk companies in the 
coming years, perhaps creanng funher upheaval as bankruptcy or forced sales wrack the industr). 

"We are in the first year or so of what will be a multi-year bust cycle in the power indusrry," said Lawrence J Makovich, senior director of 
Canbndge Energy Research Associates. " T k y  bu! t  too much ar roo high 3 cost, and :hey did it rnosrly with debt. We are overbuilt in the 
vasr majonry of the regional power market, and in the next six months there is a beber-than-even chance we'll have a couple of major 
ban h p  t ci es . " 

A s  painful as the industry's fall has been, consumers have not sufferered. Retall pnces are shil conuolled in most of the c o u n q ,  even in 
states - including blviaryland and Virgnia - :hat are phasmg in deregulation plans. With plenry of surplus generanng capacity around, there 
should be little fear of a sharp spike in elecmciiy (although a harsh winter could send heatlng bilk higher) 

Although all power companies have suffered from the industrfj downrum, some are hurting much worse 

"There is a real divergence o f  companies, ' said Peter U R:gby, a director of S&P's credit-rating group ?he firms that took the more 
csutious aoproach to deregulsrion now are in ihe jironges1 position '?hrv suck to their kni~ing,  ' Rigby said 

1 -  

Those that rook the biggest nsks, spending lavishly on  new gas-fired gener2t:ng plants and I3unching energy-trzding operaiions, are 

http://hingtonpost.com


. 
I I 

washmgtonpost.com: X Shock io the System Page 2 o f 3  

fighting io sumive. 

According to S&P, 48 percent of the nation's power companies have a stable credit outlook. "We don't expect things to get worse" for this 
group, Rigby said. A year ago, 60 percent of the companies were III that category 

Since July, S&P has downgraded creuit ratings on 57 power companies, compared with nine downgades 111 the same penod a year ago. 

Currently, 3 1 percent of the industry has a negative outlook, according to S&?, meaning that credit condinons could worsen. 4nd 15 
percent of power companies are on "credit watch" for possible downgrades of their credit ratmg. (The remamder of the companies are On 
credir watch for a possible credit upgrade.) In states that adopted deregulatlon plans, many tradinonal power utilities chose - or were 
required - to sell their generating p h t s .  Tne plants were bought by other utditles' deregulated subsidianes or by a new breed of 
"merchant" generators, and in many cases the buyers overpaid, said Dominion CEO Capps. 

Investment-banking firms sold utility executives on the nohon that deregulated power operanons could produce returns of 20 percent or 
more on equity, instead of the traditlonal returns of 10 to 14 percent The advice, while dlunng, was delivered by the very investment 
bankers who stood to gain from growth in energy trading, according to Makovlch of Cambridge Energy Research Associates. "The people 
who funded this are the ones to biame," M e a  said. 

Capps gives thanks every day that he and Dominion didn't make the risky gambles on deregulated power markets here and abroad that 
many of Dominion's competitors pursued Dominion. bought generation, too, but only when it was certain of selling the output in advance, 
Capps said.-"I don't mean to be cocky," he said "We were lucky, too." 

Power trading was supposed to be a big new profit source for Enron and its imitators, which built costly trading desks gaffed with bBA 
finance whizzes and mathematics gurus who expected to profit from an ever-expanding flow of power deals and the market-driven changes 
in eIectricity prices. 

P 

But this year's trading scandals and a flurry of federal and state investigations have sent investors fleeing fiom companies with big trading 
operations. As their stock prices plunged this summer ,  they faced growing demands from trading partners to pledge more cash as collateral 
on long-term energy deals - cash the companies didn't have. The result: more losses and a sudden, cosly exit from trading operations. 

Allegheny Energy Inc. in Hagerstown, Md., is 111 this squeeze. It didn't have the funds to meet collateral demands on its trading operations 
and defaulted on some contracts. q a t  put the company in technical default on major bank loans and now the company is in do-or-die 
negotiations with its lenders to refinance SI .3 billion in secured debt and S700 million in working capital. 

Making matters worse is a new change in the accounting rules. 

Led by Enron, most of the industry adopted "fair value" or "mark-to-market" accounting rules, which permitted them to use current energy 
pnces to record the value of long-term energy supply contracts as current income. That worked handsomely for the ti-aders when encgy 
pnces spiked in 2000, but not since power pnces fell in the summer of 2001 

Now the accounting industry has decided to bar the pracnce for energy supply contracts. Companies can record income only when power IS 
delivered. Tne change wiII further weaken the financial ponnon of some companies that mded heavily, creanng a greater nsk of loan 
defaults, according to Fitch Inc., a bond-mtmg serv~ce. 

A companson ofthe srock market performance of utility companies this year shows the separanon between the srronger and m0s1 troubled 
companies. 

Until last month, Wall Street investors treated newly all power companies like the plague. Stock pnces of the Dow Jones utiliaes p u p  are 
down an average of nearly 40 percent from their peak in May Bur a dividing h e  between snonger and most impenled companies has 
become more pronounced since the second week of October 

Four companies have recovered much of this year's stock market losses - Southern CO in Atlanta, Consolidated Edison in New York, 
FirstEnerg Corp based in Akron, Ohio, and Exelon C o p  in Chicago All are long-esrablished energy companies that have kept large 
bansmission networks, low-cost generating plants 0-r botn. A s  power dismbutors to multi-state franchises of households and businesses, 
they are assured of a steady stream of custopers; cxsh -- enpugh to comfombly manage dividend oaynenrs. 

The Washingon area's biggest power supplier, Potomac Elecrric Power Go, sold its generahng plants in preparation for elecmciry 
deregulation in the capital region, and its business also resrs on a large disrnbution kmchise R e  parent company's stock is more than I 
percent below its 2002 peak 

- 
Consteilarron E n e r g ,  which owns generaring plants and the Baltimore Gas 9r Electric Co disalbution nerwork, has climbed back to wi th in  
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2 j  pexent of its 2002 high mark. 

In the middle of  group are AEP and Duke Energy in Chartotte -- diversified power companies wirh solid hnchises  that also dove into the 
power-kading business. AEP and Duke's shares are snll down by more tian 40 percent from 2002 pe3k !eveis. 

~t the bottom of the Dow utiliry index are wo companies, ?xu Corp. in Dallas and AES Corp. !n Arlington, hit hard because their 
investments in foreign power operanons have gone bad. Tney are down more than 75 percent from 2002 srock pnce peaks. Iusr yesrerday, 
Standard & POOT'S warned that if ,LES IS unsuccessful at refinancing S2. I brIIIon in debt by Dec. 13 1r could be forced mto a bankruptcy 
reorganization. 

A third goup of companies - Southern's spinoff Mirant Corp. in Atlanta; Reliant Resources Inc. in Houston, and Williams Cos. in Tulsa - 
took the biggest gambles on dereyiahon, buying power piants and launchmg costly trading operanons. With their revenue withered and 
big debts corning due, the companies are struggling to sumve. 

It is the outlook for ZOO5 and beyond that worries same analysts. 

"There 1s very littie [new conmction] going into the pipeline," said Ken Rose, senior economist with the National Regulatory Research 
Instltute in Columbus. "The problem comes a few years down the line." If plant conmcnon connnues to lag but the economy picks up, the 
demand for pawer could swell faster than the power industry can respond, he warned. "That could be a senous problem" 

Q 2002 The Washington Post Company 
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Electric Industry- Hits Credit Crisis 

ple. set ouc to raise badly needed money 
in August, but  he timing proved unioru-  
naie since the c!~rr,pany was dow-ngaded 
c,vice in July. "We go[ downgraded 21 the 
worst time possible, when we hgd debt 
;ila~uricies and revolvers coming due." 
j&id Wiliiarns Treasurer Jim hey. "AS z 
re jd t ,  .si? had no access to caditianal 
capitd mari;tE." TYie company's be!ow- 
investrr.ent ,crzde rzting and sing!e-dist 
stocic grxe n e i n c  i t  couldn't issue-corn- 
mercia! gaper, float bondqor  s21I new 
jha:?~ o i  S~OC!L. 

Sdp Reports Dou~ngrndes 
HnGe Quadrupled This Yinr 
Amid Crippling Debt Loc~ds 

j 

. 
j 
i 
! 
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The U.S. elecmc power industry is 
e.qeriencing its worst credit crunch 
since t te  Great Depression and it is only 
\i..?!y to get worse, as billions of dollzrs 
of debt will need to be refinanced in con- 
ing months. 

mat is the implication of a report by 
Standard & Poor's. The credit-mting 
agency said that in the iirst nine months 
of 2002 there were 135 credit downgrades 
of utility holding companies and their 
subsidiaries, neariy quamule the nun-  
her in the yearearlier period. With 
nearjy one-third oi the major companies 
in the sector on Watch for future down- 
grades. it appears the industry han ' t  
yet hi t  bottom. 

Utility Companies, electric and gas, 
are carrying big.debt loads piled on in the 
late 1990s 2s companres prepared for en- 
erg-industry deregulation. Mor5 re- 
.cencly. they have suffered from lower cash 
flow aiter wholesale e n e r g  pnces col- 
lapsed. The result is that companies are 
r id ing  i t  more diificult and e.rpensive to 
roll over debt and to complete costly new 
generation and transmhsion projects. 

Credit analyse warn that a sustained 
erosion in funding could eventually 
crimp the nation's enerzy supplies. ,the 
Lifeblood a i  a modern economy, . In com- 

, 

; 

The Electric Slide 
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of people have wanted to second-pess 
the deanon we made" to talce out the 
loan. But, he added, Lnvestors and Lend- 
ers have "Sven up on this sector." 

The SsrP report said that 11% ai  the 
320 companles included m the report now 
are rated at 'lh!!" bond levels of dou- 
ble-B-plus or below. H ? 3  a i  the mdustry 
now ialls in the tnple-B category, tsvo 
notches above a ]mk ranng. "The nu?- 
bers have b h  ovemhelrmngly negau're 
in recent months," s a d  report author 
Barbara Eiseman in an internew. Of the 
135 downgades so far t h s  year. 57, or 
42% have occurred since July. 

The report found that bondholdess are 
less protected now than UI the past: Deot 

r?ar?sw.t?d nearly 6p7"7 o f  :he kdustc;'j 
totai capiU1 at June 30,  the  OS: r?cenf 
period ior whicn stadsdcs ;ye:: iv7d- 
able, compared with iess chan 5% low 
yeirs ago when Lke induspi began :ex- 
ing up for ?!ec:ricity-rnar!xecs dereyda- 
Son. The dr;ve prompted companqies i~ 
break ihemselves into diEtren[ p a i i j ,  in- 
ciuding tugh-iiy leverzged nercha.c-g?n- 
eration companies, ocher specialty con- 
gmies a i d  taditional regulated udicies. 
Eigner debt levels oven11 hav2n't been 
offset by the fatter rivenue andcipaied 
from unregulated, market-driven busi- 
nesses. As a result, there is proporrion- 
ate!y less money available now io covcr 
debt obligations. 

.Also underlying the current distress 
was the collapse of industry high-3ler 
,Enrun Carp. last year, which sowed 
seeds of mistrust in investors' minds. it 
worsened. amid investor criticism that 
credit-rating agencies SSS. Moody's In- 
vestors Service and Fit& Rating hadn't 
been diligent enough in assessing the 
risk of dereflated electricity markets, 
and in particular Exon. Moreover, the 
costly meltdown a i  California's deregu- 
lated power market demonstrated thar 
both big utilities such as Pacific Gas & 
EIectric Co. and independent power pro- 
ducers such as Caluine Cor?. could suffer 
imm unanticipated. market conditians. 

"The industry has pushed a deregula- 
tion,model that simply h q ' t  worked," 
said B t e r  Wgby, an S&e m e r g  analysc. 

Of course, not all utility holding corn. 
panies are in disuess. a e l o n  Carp., C3.i. 
cago, which be,w efforts to whip its ba- 
a c e  sheet. into shape ,ahead of [he Ennrcr 

i debacle, h a s  an X - d u s  credit racing 
~ four notches above j q k .  i n e n  one o i  i~ 

utiIiCy units sold 10-year bonds ex ly  th: 
month, it found receptive investors an( 
hzd to pay interest of only 4.75%-abol! 
one percentage point above the 10-ye% 
Treasury note rate. "So kr, we have no 
had problems," said Exelon Chlef ExX'2 
ci'ie John Rowe. 

In separate credit research. P.:Ch 
lyst Richard ;-',Lnter said th.e WonC-hi 
companies hate  been firm with both 
dated u [ ~ C e s  and competicve E n 2 W  
suppiy subsidiaries. "There is 2 d e 3 2  
of con[a$.;on in the minds a:' the bad<%: 
that hurls Lie ,$hole jector," b k .  iiL?<?: 
said. With less capitzl-rnzrtcec Support 
these firms have been forced io Sell E 
seis and cry co rx!uco debt  iel/eis as be5 
t?ey can. 

3ut eve?. : h a  raises a irouol?sor. 
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Canadian Union 
Set t o  Begin Strike 
- At DnimlerChrysler 

By 3f.U 

TOROLNTO-The Canadian Auto TIVork- 
e k  union said chances of a s m e  tonight. 
against the Canadian operations of Daim- 
lerchrysler AG intensified after the com- 
pany delivered a contract off er that didn’t 
include new investment in a van plant that 
is scheduled to close next m e r .  

~aimler~hrysler’s  stance , OIL. ‘the, 
mion’s Cemands is “a slap in the iace. 
It‘s dnsult;” said CAW President Buzz 
Hazgove, adding.he sees a 95% chance of 
a strike‘-: at n:jg p.q- tonighti . 

DaimIerChrysler is offering to match 
the increases. to wages and benefits. that 
the union won in recent laborcontract 
agreements with GeneA’Motors. brp. 
and Ford Motor Co. But DaimlerChrysler 
has said it hasn’t been able.to make a 
business ‘case €or a new product to b e  
built at the Pillette Ro.ad p1an.t in Wmd- 
sor, Ontario, which currently ’ makes 
Dodge Ram vans. The company last year 
unrolled a North American restructuring 
plan to’ reduce capacity. 

“he plant shutdown jeopardizes about 
1,100 jobs: hfr. Hargove said the corn- 
p a y  has offered to preserve as many as 

65% o i  those IOOS by boosting work-force 
levis at 3. neamy separate plant, out 
that orier ilas nnous condihons and the 
loo-ereatton De2eiit.s are. undea .  

Mr. Hargrove has voiced pesmism 
about reachmg a ssbxke-free sectlemenr 
dunng preTnous negonatIons w3.h auto 
makers only co announce a break- 
through or cornprome as the deadline 
drew near. But there are some mdica- 
aons the u o n  could walk out on Daun- 
1erChrysIer. W e  Canada 1s the sole 
source for a few DamIerChrysler mod- 
els, ~ts minivans also are made m the 
US. and analysts said the Canadian 
m a n  la& the negootratmg leverage 
mth  DaimlerGwsfer that it had mth 
GM and Ford, whlch produce several 
crucial products and parts 

DamlerChmIer also. 
about 12 weeks of assembly-line dom- 
time over the next few monthsto match 

~ sag,pg market deqn&9;.stnke would 
mploy- 
other- 

rmllion 
Canadian dollars (UssJL.1 rmllion) to sup 
port stnlang workers and is prepared for 
a long walkout, 

DamlerChrysler employs about 
E,S00 uruomed worken m Canada -An 
assembler earns abclut (327-70 an hour 
on average. In its tbree-year agreements 
vnth GM and ~ o r d ,  the mou won w a s  
increases of 3% II~ each of the first two 
years, a 2% maease m the Umd year, a 
s i w g  banus of C%N(l plus enhance- 
ments to p a d  m e  oi€ and other benefits. 

3 Denies Ebbers Loans Were Improper 
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leged that Travelen lent Mri Ebbers’ 
company an additional Sl80 million in 
February 2000. 

A “financing statement” Bled with the 
Mssissippi secretary of state’s office re- 
fers to a Feb..lj, 7000, amended agree- 
ment between hlr. fibers’ company and 
’IYavelers insurance Co. that Covers a 930  
nullion mortgage loan and a 569 million 
second-morrgzage loan. A second h m c -  
ing statement-filed in Februw! 2000 and 
signed by S. Perer Headly, a Travelers In- 
surance Co. vice president-refers to a 
5150 rmllion ioan frum Travelers Insur- 
ance to Joshua Timberlands. Based on 
those records, the lawsuic alleged that. 
Trweien had lent Joshua Timberland a 
total of  si379 rmllion in 1999 and 7000. 

In its statement, Citigoup said the 
loan amouts were incorrect. Of the %Y9 
rmllion that Slr. Ebben’ company ‘ b r -  
rowed in 1999, Citigoup said its Travelers 

units lent Mr. Ebbed company 5134 d- 
lion, consisting of an %? million loan from 
its Travelers Life and ilnnuity unit and a 
552 million loan h m  Travelers Fmuerty 
Casuaity. Citipuu said it was a partici- 
pant  with three other major insunme 
companies in lending the %99 million. 

A Cit ipup  executive said the company 
believes the complaint doublexounted the 
Si50 multion reierenced in the February 
2000 r % m c ~ g  statement, and that the 
amount acmaUy ~ i a s  a subset of che .Si30 
nullion moixpge !oan made in 1999. The 
executive said Travelers s n m e d  the 
5.499 w o n  loan pacave, led the deal, and 

.manged for the other three insurznco 
companies to pankipate in the loans. 

R. David Kaujman. a lawyer for 41r. 
Ebbers, said he hadn’: yet reviewed the 
lawsuit and couldn’t comment. .A ’Norid- 
Corn spokesman deciined to commeni. 

Is in n Credit Crisis 
Connnued .%om I q e  -A2 

a c e  sheet into shaue ahead of the E x o n  
degacle, has an -1-rmnus crecht rmag, 
four notches above 1u31.k. When one of its 
u a t y  u t s  sold 10-year bonds early h s  
monrh, I t  found receptlve mvestors and 
had to pay mterest of only -I.W%-about 
one percentage pomt above the LO-year 
Treasw] note rate. “So far, we have not 
had problems,” s a d  Ekelon CixeiJkecu- 
hve John Rowe. 

In separate credit research. Fitch ana- 
lyst Richard Hunter said the %orst-lut 
compaues have been firms with both reg- 
ulated utilities and competitne energ-  
supply subsrdiarien ‘There LS a degree 
of contagqon in the minds of the bankers 
that hurtsthe whole sectar,” Mr. fiunter 
met. With less capitai-market suppart, 
these firms have beerr forced t~ sell as- 
sets and try to reduce debt levels as best 
they can- 

But even that raises 8 bublesome 
questlon. Asks a. Hunter: ‘If compa- 
nies are selling the r  most marketable 
assets, then where dl‘ the cash flow 
mme from m hime years? New owners 
mll put p r e s m  on pnces, whch could 
further hurt these companies and we 
could see a deflationary spiral." 

Rome Might Take 
Stake in Fiat Auto 

Cmtznued F m  Page 2 
GM to buy the SWO of tlie auto:mt it 
doesn’t already own startlag m 2004. 
’That optlon, negbated as part of a 
bmad alliance between the Mo comua- 
oles m 2000, has cast a shadow over 
GM’s balance sheet and weghed on its 
stock Under the rems of r k  2000 agiee- 
rnent, some malor chmges to the s m c -  
m e  or ownersmp of the auto u t  could 
votd the Option. 

The latest proposal is one o l  a number 
of opnons the government ytlLsran ex- 
plomg 1 2 ~ s  week. a person dose to cae 
government sad.  .ALSO under consider- 
anon is a plan that would reemploy la!d- 
off Fiat workers m other sectors. 

. u y  involvement of the state TI Fiat 
hut0 is also liLely to be scriltmized by 
European compenhon authonhes. Speak- 
mg to reporters wbIe on a w i t  [o Tmn.  
European Commsslon Presrdent Ro- 
mano P r o d  said Brussels had olocked 
attempts to help natlonal c u  industries 
wihin the Eu ‘because they dId nolLoI- 
low the legsiahve rules which oind us ’ 

O p e n r V  Corp. 
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DECISION NO. 
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9 Special Open Meeting 
IINovember 22,2002 

1. On November 8, 2002, Arizona Public Service Co. (“APS” or “Companf’) filed an 

application for a waiver of Anzona Administrative Code (“A.A.C.”) R14-2-804@)(1) and (2) (the 

“Rules”). Specifically, APS seeks to make short-term advances of funds to its parent, Pinnacle West 

Capital Corporation (“Pinnacle West”), or to make short-term guarantees ofPinnacle West’s debt, as 

more fully described below. 

2. The financing statutes would allow APS to execute this transaction without Commission 

approval but for Rule 804, one of the Commission’s affiliated interests rules. Those rules state in 

relevant part: 

R14-2-804. Commission Review of Transactions Between Public Utilities and Affiliates 

10 Phoenix, Anzona I1 

25 

26 

27 

or assume the liabilities of such affiliate; 

2. Lend to any afiliate ndt regulated by the Commission, with the exception of short-term 

loans for a period less than 12 months in an amount less than S 100,009.. . 

22 

23 

24 

B. A utility will not consummate the following transactions without prior approval by the 

Commission: 

1. Obtain a financial interest in any affiliate not regulated by the Commission, or guarantee, 

I( 
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Docket No. E-01345A-02-0840 

R14-2-806. Waiver from the Provisions of this Article 

A. The Commission may waive compliance with any of the provisions of t h s  Article upon a 

finding that such waiver is in the public interest. 

3.  A P S  intends to loan Pinnacle FVctst up to an aggregate principle amount of $125,000,000 

for a period of up to 364 days (“Backup Line of Credit”) or to guarantee Pinnacle West debt up to an 

aggregate principle amount of S 125,000,000 (“Interim Guarantee”) for the same period. N S  wants to 

undertake these obligations because Pinnacle West recently lost the ability to renew a $125,000,000 

364-day bank facility (“Bank Facility”) that was used to support Pinnacle West’s commercial paper 

program. The Bank Facility expires November 29, 2002. The commercial paper program funds 

Pinnacle West’s ongoing operations. Commercial paper programs are normally backed by some form 

of credit, such as the expiring Bank Facility, and loss of such backup would normally result in loss of 

an ability to sell commercial paper in the same amount. 

4. Staff confirmed that Pinnacle West is expected to suffer liquidity problems if it was 

unable to access its full commercial paper program, including the $125,000,000 commercial paper or 

similar program. Pinnacle West needs the credit facility or a similar cash source to manage its cash 

flows over the next year. Without access to these or similar sources, Pinnacle West’s cash flow will 

likely become negative relativeiy soon. 

5.  The application states that the Backup Line of Credit or Interim Guarantee is necessary to 

stabilize the financial condition of Pinnacle West and its affiliates and to avoid rating downgrades. On 

November 4,2002, Standard & Poor’s Ratings Services ((‘S”’’) lowered APS’ corporate credit rating 

to BBB from BBB+. The downgade was the result of S&P’s consolidatin,o the ratings of APS and 

Pinnacle West because of a lack of regulatory insulation between the two entities. 

6. APS’ applicatib asserts that i t  will not be required to borrow funds to finance either the 

Backup Line of Credit or the Interim Guarantee and that neither would result in a loss of APS’ overall 

credit quality or debt rating or in any manner adversely affect A P S  customers. The application further 

indicates that APS would avoid further deleterious financial consequences through Pinnacle West if 

the application was ganted and A p S  was allo$ved to support its parent through the Backup Line of 

Credit or the Interim Guarantee. - 
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7.  APS asserts that “it is making this emergency request to address-a deteriorating financial 

;ituation arising from the Anzona Corporation Commission’s (“Commission”) dramatic “reversal of 

:ourse” on divestiture of  seneration assets by A P S  and the necessary integration ofAPS and Pinnacle 

West Energy Corporation (“PWEC”) generation as called for under the 1999 U S  Settlement 

Agreement and the Commission’s Electric Competition Rules.” Staff, however, established that the 

zxigent circumstances are due to market conditions quite apart from any Anzona action. Those market 

conditions include a reduction in credit extended to the energy industry generally. 

8. In Staffs assessment, the situation described by APS presents an exigent circumstance, 

especially when viewed in the context of the energy sector as a whole. Failing to address the liquidity 

problem at Pinnacle West could cause sigificant problems for APS. Because of this risk and because 

of the attendant turmoil currently surrounding the energy industry, prompt action by the Cornmission is 

yropriate. The limited size and duration of the request weighed against the potential harm that could 

:crue to APS indicates that the waiver is in the public interest. Finally, grating this application will 

reserve the status quo without prejudicing the Cornmission’s ability to evaluate the pending APS 

nancing application. Approval of this waiver application is not intended to prejudge the pending 

nancing application in Docket No. E-1 0345A-02-0707 

9. Staff further believes that the lack of regulatory insulation between APS and Pinnacle 

Vest has the potential to result in APS suf€ering further deleterious derivative financial consequences, 

uch as rating downgrades, if Pinnacle West suffered liquidity problems. For these reasons, Staff 

ecommends that the Commission examine methods for improving the regulatory insulation between 

P S  and its affiliates in the pending financing application. 

10. Staff recommends that APS be granted a waiver of Rule 804(B)(1) and, to the extent 

iecessary, Rule 804(B)(2) sGbject to the following four conditions: 

(a) The pricing schedule between Pinnacle West and APS for the Backup Line of Credit 

shall be the existing pricing schedule on the expiring Bank Facility at Level N status (or Level 

V if Pinnacle FVest’s ratings’ fall below either BBB- by S&P or Baa3 by Moody’s). Other 

terms and condltions of the Backup Line of  Credit shall be the same as the expiring Bank 
Facility . - 
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(b) 

assets. 

(c) 

U S  shall acquire a S125,000,000 security interest in certain Pinnacle West Energ  Corp. 

All revenues received by O S  pursuant to this authority shall be deferred and accounted 

for in a manner to allow amortization as a credit to customers in the next rate case. 

(d) 

APS and its affiliates in the pending financing application. 

These conditions are designed to ensure that APS' ratepayers will be adequately protected fiom 

The Commission shall examine methods for improving the regulatory insulation between 

ny potential risk associated with this transaction. 

CONCLUSIONS OF LAW 

1. Arizona Public Service Co. is an Anzona public service corporation within the meaning 

1fPL;ticle XV, Section 2 ofthe Arizona Constitution. 

2. The Commission has jurisdiction over Arizona Public Senice Co., and over the subject 

natter of the application. 

3. The Commission having reviewed the application and Staffs memorandum dated 

govember 14,2002, concludes that it is in the public interest to approve a waiver to A.A.C. R14-2- 

i04(B)( 1) and (2) under the terms and conditions described above, including condhons (a) through (d) 

trticulated in Finding of Fact 10. 

ORDER 

IT IS THEREFORE ORDERED that Arizona Public Service Corp. be approved a waiver to 

9.A.C. R14-2-804(B)( 1) and (2) under the terns and conditions described above, including conditions 

:a) through (d) articulated in Finding of Fact 10. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER 6 F  THE ARIZONA CORPORATION COMRlISSION 

C OhliMIS S IONER C OMiMIS SIOhiR C H A I R "  
. .  

IN 'CVITNESS WHEREOF, I, BRIAN C. McNEIL, Executive 
Sec re tq  of the Arizona Corporation Commission, have 
hereunto, set my hand and caused the official seal of this 
Commission to be affixed at the Capitol, in the City of 

. -  

Phoenix, this day of ,2002. 
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B W V  C. McNEIL 
Executive Secretary 

1 IS SENT : 
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SERVICE LIST FOR: Anzona Public Service Co. 
DOCKET NO. E-013454-02-0840 

Thomas L. Mumaw 
PINNACLE WEST CAPITAL COW 
LAW DEPARTMENT 
P.O. Box 53999, MS 8695 
Phoenix, Arizona 85004-3999 

Mr. Ernest G. Johnson, Esq. 
Director, Utilities Division 
Arizona Corporation Commission 
1200 West Washngton Street 
Phoenix, Arizona 85007 

MI. Christopher C. Kempley, Esq. 
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Arizona Corporation Commission 
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